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What are your expectations for tax reforms from the current administration?

A.  We don’t have any specific expectations, and we think it’s important not to presume anything in 
terms of changes to policy. At Villere & Company, we believe in staying the course and not changing 
with the whims of economic and political events. For that reason, we will not be making any changes 
to our investment style.

There was post-election optimism about tax reforms and some believed small-cap companies could 
be key beneficiaries to those changes. That optimism has lagged as the Russell 2000 Index has 
underperformed the S&P 500 Index this year. What’s your take on that dynamic? 

A. We do believe investors are factoring in some benefit from tax reform, but exactly how much is hard 
to say. The Russell 2000, which is comprised of small-cap stocks like the ones we tend to favor, has 
significantly lagged large-caps over the last several years. 

 Investors could still be favoring large-caps for various reasons. It may be cheaper to invest in passive 
funds, or they may need income. Bonds have been paying historically low yields and investors seeking 
income, such as retirees, need this income from somewhere and they’ve been getting it from large 
dividend paying stocks. As a result, those types of stocks have gone up. 

 We believe there are more attractive valuations in some of the small- and mid-sized stocks. We view 
large-cap as a crowded trade and, in our experience, crowded trades typically don’t end well.

If reforms do occur, can you identify any sectors you believe are poised to benefit? 

A. It depends how that reform lines up, particularly individual tax rates versus corporate tax rates. We 
believe that the proposed Trump plan is not going to be the same as what is ultimately passed. We 
think that any reforms made on the corporate side are likely to have somewhat of a protectionist bent, 
meaning they are intended to benefit US companies disproportionately from non-US companies.

  Large multi-national companies, whether they be US companies or not, are going to potentially be in 
somewhat of a trade war. Different countries are going to have issues with however the tax plan plays 
out. Because of this dynamic, we believe the best place to be is in companies that have the majority 
of their operations and revenues coming from the US, which tend to be small-cap companies like the 
ones we invest in.  
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Can you name a few specific examples?

A.  If the tax breaks come primarily on the consumer side for individual tax rates, then you may see a 
benefit to a company like Pool Corp, a company we currently invest in. Basically, if people have more 
disposable income, they’ll be more likely to spend it, and might put it toward non-essentials like 
putting in a new pool or caring for an existing pool.

 If the tax breaks are primarily on the corporate side, it’s possible a company like Howard Hughes, a US 
real estate developer, would benefit from corporations being able to retain more of their earnings.

How do you think investors will react to tax reforms or tax cuts? 

A.   Assuming some sort of reform happens, we think to some extent it has already been “baked in,” 
meaning the market is already reflecting that there will be some degree of reform. Generally, I believe 
the reaction will be positive and would expect only a small bump in the market.  

Are there any factors you believe might positively impact small-caps?

A.  The Fed unwinding quantitative easing may cause an impact since they’ve stated they would 
continue to push rates up. That could enable investors to obtain more income from bonds, which 
historically was the case but is less so currently. Additionally, it would allow investors seeking income 
to buy bonds instead of buying income stocks. While this could potentially hurt the large-cap stocks, it 
has the potential to benefit small-cap stocks.

Do you believe this is a good environment for “stock pickers”?

A.  Yes, as stock pickers, we believe the shift to passive investing over the last several years has led to sig-
nificant opportunities and what we refer to as mispricing. It’s a phenomenon where two companies 
that look very similar will trade very differently, not based on the quality of the company, but based 
on the dividends paid. The company that is growing slower might have a higher valuation than the 
company that is growing more quickly. It doesn’t seem to make any sense, but since people have been 
buying things based on the income, it has created some anomalies that we don’t anticipate will last.

What’s your take on valuations for small-cap stocks?

A. Generally, we think the market is fairly fully-priced, but over the last several years, small-cap stock 
prices have risen a lot more slowly than their large-cap brethren, which we believe leaves a lot of 
room for small-caps to outperform large-caps.  

What’s your outlook for small- and mid-caps for the remainder of this year and into next year?

A.  For the rest of this year we’re generally positive, and barring any global events, expect we should 
see them continue to rise this year. In 2018, we believe there will be opportunity for significant 
outperformance by small-caps as investors begin to show preference for the companies with 
superior outlook.  
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RISK CONSIDERATIONS 

One cannot invest directly in an index.

Mutual fund investing involves risk; principal loss is possible. Investments in smaller and medium sized companies 
involve additional risks such as limited liquidity and greater volatility. The Balanced Fund will invest in debt securities. 
Investments in debt securities typically decrease in value when interest rates rise. This risk is usually greater for longer-
term debt securities. Investments in lower rated and non-rated securities present a great risk of loss to principal and 
interest than higher rated securities. The Equity Fund may invest in foreign securities through ADRs. Foreign investments 
involve additional risks, including currency fluctuation, political and economic instability, lack of liquidity and differing 
legal and accounting standards. These risks are magnified in emerging markets. The Equity Fund’s ability to invest in 
initial public offerings (IPOs) involves a higher degree of risk than more seasoned companies.

Small- and Medium-capitalization companies tend to have limited liquidity and greater price volatility than large-
capitalization companies.

Russell 2000 Index consists of the smallest 2,000 companies in a group of 3,000 U.S. companies in the Russell 3000 Index, 
as ranked by market capitalization and serves as a benchmark for small-cap stocks in the United States.

The S&P 500 is an unmanaged index which is widely regarded as the standard for measuring large-cap U.S. stock market 
performance. The stock index does not incur expenses and is not available for investment

Fund holdings and sector allocation are subject to change at any time and should not be considered a recommendation 
to buy or sell any security. Click here for current top 10 holdings of the Villere Balanced Fund. Click here for the current top 
10 holdings of the Villere Equity Fund. 

You should consider the Fund’s investment objectives, risks, and charges and expenses carefully before you invest. 
This and other important information is contained in the Fund’s summary prospectus and prospectus, which 
can be obtained by calling 866-209-1129. Read carefully before you invest.

Earnings growth is not representative of the fund’s future performance.

Opinions expressed are subject to change, are not intended to be a forecast of future events, a guarantee of future 

results, nor investment advice.

Past performance does not guarantee future results.

The Villere Funds are distributed by Quasar Distributors, LLC. 

Active investing has higher management fees because of the manager’s increased level of involvement while passive 
investing has lower management and operating fees. Investing in both actively and passively managed mutual funds 
involves risk and principal loss is possible. Both actively and passively managed mutual funds generally have daily 
liquidity. There are no guarantees regarding the performance of actively and passively managed mutual funds. Actively 
managed mutual funds may have higher portfolio turnover than passively managed funds. Excessive turnover can limit 
returns and can incur capital gains.

St. Denis J. Villere & Company, LLC | 601 Poydras St. Suite 1808 | New Orleans, Louisiana 70130

http://villere.com/funds/balanced/results_and_holdings.html
http://villere.com/funds/equity/results_and_holdings.html

